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National Real Estate Cycles 


REAL ESTATE ACTIVITY 


IGHER interest rates have 
made mortgages profitable 


investments for life insur - 

ance companies. Our study of the 

sixty largest companies shows 

that the earnings on their mort- 

gage portfolios, commercial and 

residential, have increased from 

a low of 3.7 percent in 1950 to 

their current rate of 4.7 percent. 

This is considerably higher than 

the average return life insurance 

companies get on all assets put 

together, according to the Insti- 

tute of Life Insurance. They cal- 

culate the average return to all 

assets before taxes at about 4.1 

percent in 1960. This return 

has increased from 3.1 percent 

in 1950 largely because of the in- 

= crease in mortgage investments 
WDEALIZED CYCLE Bad 47 from 24.3 percent of total assets 
. = eo in 1950 to their current level of 
34.6 percent of total assets, and 

because of the increase in their 





investments in te bonds and stocks. Low interest return Government 


bonds have been in dollar volume and proportionately since the end of 
World War I \ ling to our chart and tables on pages 400 and 401, Gov- 
ernment bond hol have been reduced from a total of $19.5 billion for the 
60 largest com; nly $5.9 billion, a decrease from almost 50 percent 





of assets to o1 





Although int utes on mortgages recorded in 11 major cities, as re- 
ported on page 404 e declined to 6.07 percent, we expect that mortgage in- 
terest rates, a iterest rates, will remain relatively high for several 
years. This we be true in spite of the following facts. 

1. Real est ty is low. The number of voluntary transfers per 
10, 000 famili« was 70.8 in June. The rate of real estate sales has 
shown an improy the last few months. In June the rate was 14.7 per- 
cent below the normal trend. In May it was 16.7 percent below, 
one of the lowest the stwar period. 

2. Couple w rate of real estate activity has been an increasing 
vacancy rate, th the increased number of “For rent” ads in classi- 
fied sections ers (see chart below), and the rising rate of rental 
units vacant an e for rent -- 8.1 percent during the second quarter of 
1961 (see chart te page 
During this sé rter ev 
the percent of | er units UPPLY & DEMAND OF RENTAL HOUSIN( 
vacant and availa ile rose  eepes 
to 1.4 percent f percent 
during the first f 1961. 

This is the hig! ther of the 
vacancy rates ha ice this 
series was first 1 by the 


Census in 195¢f 





3. With th rat 

sales, longer | vacancy 
between sales, an demand : 
for new housi! rate of z 
mortgage acti slowed 
down. It is now 4 mort 
gages recorded | OO fami 

lies per month ir r cit 

ies of the United A re 
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81% 
VACANCY RATES 


IN THE UNITED STATES 


PERCENTAGE OF RENTAL UNITS 
VACANT AND FOR RENT 


: 
us 
rr 
a 
957 1958 1959 960 96 
but you will notice that the average rate is still on the high side of 6 percent, in 
spite of the FHA-insured limit at 5-1/4 percent. 

4. Finally, foreclosures have increased sharply. What could be more 
discouraging to mortgage investment than the chart on page 402? This chart 
shows that fore sures increased 50 percent from the first quarter of 1960 to 
the first quarter of 1961. The number of foreclosures, however, is still 10 
percent less than it was during the first quarter of 1940. The rate has increased 
from 2.34 per 1, nonfarm mortgaged homes in 1959 to 2.65 in 1960. If this 
upward trend is tinued throughout 1961, total nonfarm foreclosures will be 
75, 000 to 84, 000 f the year, the highest number of foreclosures for one year 
since 1940. There were 51,353 last year. 

In spite of all t interest rates in general, and on mortgages in particu- 
lar, will be higher for the next few years than they have been during the decade 
of the 1950’s. The basic reason is increased competition for all loanable 
funds. Demand for these funds comes not only from mortgages, but from the 
expansion of plant and equipment, money for: which is obtained through bond 
and securities issue The warming up of the cold war makes more Govern- 
ment expenditures necessary. These funds must come from either increased 


taxes or increased borrowings. Either one of these is a drain on the capital 
market by reducing savings or by competing for some of the loanable funds. 
Such increased demands will insure that the yields on investments, mortgages 
included, will remain relatively high. 


(cont. on page 402) 
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Life Insurance Companies 
As Mortgagees 
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LIFE COMPANIES’ MORTGAGE EARNINGS 


OWNE D* REAL ESTATE MORTGAGES GROSS ASSETS 













































b of Rate % of Rate 
Year \ ts Earned Amount Assets Earned Amount 
912 $ 46, 16¢ $ 1, 379, 939, 000 33.3 5.5 $ 4, 149, 526, 000 
191 } J 1, 499, 309, 000 34 5.5 , 383, 429, 000 
414 


, 643, 300, 000 
874, 996, 000 


© 
-~ > > » 


2 
2 1914 1, 581, 708, 000 34.1 5.6 
ns 191 1, 645, 885, 000 33.8 





191€ ; 1, 744, 232, 000 33.1 ». 8 5, 263, 263, 000 
1917 ¢ l 1, 863, 292, 000 33.3 5.7 5, 595, 618, 000 
191 } f 4 1, 903, 820, 000 31.4 9. 8 6, 064, 021, 000 
1919 ; 1, 909, 279, 000 30. 1 9.5 6, 352, 990, 000 
19% 2, 216, 229, 000 32.3 2.8 6, 871, 023, 000 
1 4 4 2, 420, 470, 000 33.5 6.1 7, 229, 795, 000 
/ 1.3 3, 143, 557, 000 39.0 6.0 8, 060, 855, 000 
19 +. | 3, 303, 878, 000 37.7 ¢ 8, 765, 533, 000 
324 / 3, 792, 021, 000 39.2 6.0 9, 671, 109, 000 
19 4 4,359, 155, 000 40.7 8 10, 705, 786, 000 
1 8 } 5, 076, 147, 000 42.6 11, 916, 205, 000 
192 ) 5, 669, 244, 000 42.8 5.7 13, 261, 266, 000 
1928 ‘ 6, 221, 344. 000 2.1 € 14, 776, 734, 000 
1929 14, 44¢ 3 6, 752, 645, 000 41.7 16, 205, 703, 000 
19 7 7, 024, 636, 000 40. 1 17, 502, 658, 000 
19 7, 125, 832. 000 38.1 4 18, 720, 503. 000 
1932 4 6, 877, 882 000 35.5 19, 358, 913. 900 
193 6, 350, 391, 000 32.2 4 19, 747, 417, 000 
134 », 615, 869, 000 27.2 20,645, 755 000 
2, 074, 726, 000 23.1 4.€ 21, 998, 046. 000 
1 93¢ } 4,772, 895, 00 20.4 4 23, 442, 313, 000 
1937 ) 4, 856, 604. 00 19. ¢ 4 f 24, 838, 002. 000 
193¢ : 9%, 062, 155, 000 19. 3 +. € 26, 281, 722, 000 
19 », 272, 315. 00 18.7 4. ¢ 68. 134, 150, 000 
194 j } 920, 66 0 19 4.4 9, 121, 745. 000 
194 j 890. 77€ 00 19.3 4.4 1 433. 000 
1945 4 f 6, 152, 398, 00 18.7 + <, 929, 464, 000 
1943 6, 129. 85 16.7 4.4 36, 783, 584, 000 
144 ¢ 77.0 ¢ 4 38, 654, 055, 000 
4 ) 461 ) 14 4 41, 728, 006, 000 
194¢ 6, 271, 048 13.9 ; 45, 101, 834, 000 
1947 678, 41€ 15 4 49, 490, 072, 000 
4 1 6lE i 0 1é + 1, 899, 916. 000 
14 11, 457, 589. 00 20.7 4 55, 428. 963. 000 
19 14, 361, 37 00 24 9, 114, 301, 000 
19 604, 016, 00( 24.7 3.9 63, 234, 623, 000 
195% 19 2, 758 ) 28.1 4 67, 640, 964. 000 
19 2 311, 296.0 28.9 4 72, 128, 202. 000 
1954 d 154 96, VOO 3 4 77, 282, 466. 000 
19 26.172 ¢ 1.8 4 82,399. 207. 000 
56 4 29,327, 42 ( 33.7 4 87.098 101. 000 
1957 1 3,64 34.1 4 41,811, 741, 006 
32 ) BF ( 34 4.4 96, 731, 477, 000 
1590 34.7 13 ) 34.3 4. f l 1, 271, 690, 000 
Y: 36. 936 € ( 4.¢ 4.7 16,648,995. 000 
"7 
*% Of Assets ir 
| Year ’ VA FHA FHA and VA Mortgages 
194 $ ; : $1, 220, 831, 0 2.9 
1 94¢€ $ 26, 654, 000 1, 105, 227 5 
194 701, 261, 0 1, 364, 626, 000 2 
194 } I35, 296. 000 2, 078, 643. 00 8 
1949 4 44¢ 1,012, 818. 00 3, 003, 274. 00 3.2 
195 677, 231, 00 4, 149, 246. 000 9.9 
1951 2, 867, 850. 000 4, 703, 058. 000 12.0 
1952 J98, 619, 006 2, 087, 339, 00K 12.0 
19 3, 233, 358, 000 5, 390, 993, 000 12.0 
1954 : 4, 290, 506, 000 4, 821, 371, 000 11.8 
195 950, 554, 000 5, 709, 514, 000 13.7 
195¢ 4 6,684, 885. 00( 6,004, 700, 000 14. ¢ 
1957 64 7,055, 451, 000 6,131, 479, 00% 14.4 
1958 6, 768, 578, Oo 6, 765, 023, 00¢ 14.0 
1959 ; 6, 430, 980, 00¢ 7,528,141, 000 13.8 
19¢ 6,223,931, 000 8,2 , 939, 000 

















In spite of incre d yields on mortgages and the increased interest in 
them shown by lif¢ rance companies, insurance companies are still losing 
ground to the sa\ 1 loan associations. In 1954 life insurance companies 
and savings and | issociations each held about $26 billion in mortgage loans 
outstanding, whic! ibout 23 percent of all loans for each. By the end of 
1960, life insural panies, even with increasing their mortgage loans to 
$41.8 billion, he 10 percent of all mortgage debt outstanding, while sav- 
ings and loan as mortgage portfolio outstanding rose to $60.1 billion, 
or 29 percent of tal mortgage debt outstanding. According to the latest 
mortgage reco! er of the Federal Home Loan Bank Board, insurance 
companies have ted fewer loans of $20,000 or less this year than last, 
21 percent less first four months of 1961 compared with the first four 
months of 196! : ind loan associations, however, showed a 5 percent 
increase. ASV expected from our declining rate of mortgage activity, 
total mortgage 1 f $20,000 or less declined during this same period. 
These figures e recordings of less than $20,000 do not show the true 
life insurance st e many of their loans are for commercial and indus- 
trial property, gs and loan associations for the most part make home 
loans. It does er, entirely alter the picture that life insurance com- 
panies are losi hare of the mortgage loan market, in spite of the in- 
creasing amoun portion of mortgage loans in their portfolios. 
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INCREASES IN BUILDING COSTS SINCE 1939 


ST. LOUIS 
July 1961 








MMERCIAL BUILDING - NO BASEMENT 
tent 115,850 cubic feet 
8,075 square feet 
foot; $2.82 per square foot 
( Dic toot; $9 42 per square [oot 
LEA VER 1939 234.6 


18-FAMILY BRICK APARTMENT 
| , (FRAME INTERIOR)* 
\ Content: 168,385 cubic feet 


4 T 13, 260 juare leet 
: r | 


Cost 1939: $ 60,300 


so" 


®) 


a | {| , (35.8¢ per cubic foot; $ 4.55 per sq. ft. 
- i “| Cost today: $194,543 

7 o | ($1.16 per cubic foot; $14.67 per sq. ft 
YY “| INCREASE OVER 1939 = 222.6 





— —— = iy . 
he i \ Kp i938: S| 
Ae ) 4 Fed 30-UNIT REINFORCED 
FI a ae al | Ib Fy r= F Saye eS FAR CONCRETE APARTMENT* 
= = = = ¥ Lt ull Ny = _— = Content: 303,534 cubic feet 
Eb Ei)» Pe 1 ' ; } i § TH Fa |E a 21,372 square feet 


| iS Li! ' —— Nn Cost 1939: $135,000 
4 | iti a: fs ie) al (44. 5¢ per cubic foot; $ 6.33 per sq. ft.) 
2 | a ‘4 Cost today: $420,674 
: ¥ ($1.39 per cubic foot; $19.68 per sq. ft.) 
bac 


Sw : in” = INCREASE OVER 1939 = 211.6 


*Costs include full basement. 
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